
BEFORE

I'I ll- PUBI IC Sl-RVICI. C OMMISSIOK OF

SOUTH CAROLINA

DOCKET NO 2010-132-W —ORDI-R NO. 2011-

IN RE: )
Application of May River Water Company, )
Inc. for an Adjustment of Rates and Charges )
for the Provision of ivater service. )

ORDER APPROVING ADJUSTMENT
OF RATES AND CIIARGES

This matter comes before the Public Service Commission of South Carolina

(hereinafter thc "Commission" ) on the application of May River )Vater Company Inc. ("'vlay

River" or -the Company') for an adjustment to its rates and charges for wvatcr services

provided to its customers in the May River subdivision in Beaufort County, South Carolina

May River is a ivater utility providing water supply and distribution services to 28

residential customers in the May River Plantation subdivision in Beaufort County. The

Company provides adequate xvater supply services to its residential customers using a singe

deep)-drilled vvell. May River is classified as a NARUC Class C xvater utility according to the

revenue reported on its Application for the test year ending December 31 2009. May River

formerlv operated under South Atlantic Utilities. Inc ("South Atlantic' ) vvhich is located in

Savannah. GA. May River applied to the Commission, and iias granted under Order No.

2009-66 in Docket No. 2007-319-1V, approval to transfer South Atlantic s South Carolina

customers and vvater systems to May River.

This matter vvas initiated on September 8 2010 ivhen May River filed ivith this

Commission an Application for an adjustment to its rates and charges for the provision of



DOCKET NO. .010-132-iV —ORDER NO. 2011-
February . 2011
PAGE 2

water service. See S.C. Code Ann. bs58-5-210 (Supp. 2010). By its Application, the Company

sought an increase in annual ivater revenues. The Company proposed an increase in its current

base rates and the implementation of an inclining block rate structure for usage. as well as an

increase in availability fees. In its Application, May River requested to increase the base

facility charge from the current $30.00 per month to S65.00 per month. Additionally, the

Company proposed to eliminate thc current 10.000 gallons from inclusion in the base facility

charge and to initiate a commodity charge of $4.50 per one thousand gallons for the first

4.000 gallons. a rate of $5.50 per one thousand gallons for 4,001 to 6,000 gallons. and $6.50

per one thousand gallons for any water in excess of 6,000 gallons per month. The Company

also proposed increasing the current availability fee from $16.00 per month to $32 00 per

month. May River proposes to continue billing its customers on a bi-monthly basis. Based

upon the Company s proposed increases to the base facilities charge. availability fec. and

inclining block rates, May River's Application sought additional operating revenues of

S26,401 for a total operating revenue of $38.185.

By letter dated September 15. 2010. the Commission's Docketing Department

instructed May River to publish a prepared 'Notice of Filing, one time. in newspapers of

general circulation in the area affected by thc Company s Application. The 'Notice of Filing

described the nature of the Application and advised all interested persons desiring to

participate in the scheduled proceedings of the manner and time in ivhich to file appropriate

pleadings for inclusion as a party of record. In the same letter, the Commission also

instructed May River to notify directly. by I:. S. Mail, each customer affected by the

Application by mailing each customer a copy of the Votice of Filing. May River furnished

the Commission with an Affidavit of Publication demonstrating that the Votice of Filing had
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been duly published in a newspaper of general circulation in the area affected by May River's

application. The Company also provided the Commission with a letter in which lvlay River

certified that it had complied with the instruction of the Commission's Docketing Department

to mail a copy of the Notice of Filing to all customers affected by the Application.

A Petition to Intervene was filed in this case on October 18.2010 by Margaret M. Fox,

Esquire of the McNair Law Firm on behalf of the May River Plantation Owners Association,

Inc. ("POA" or "Intervenors") in response to the Notice of Filing. Pursuant to S.C. Code Ann.

Section 58-4-IO(B) (Supp. 2010), ORS is also a party of record in this proceeding. On

December 22. 2010 Ms. Fox withdrew as counsel for the POA and May River subsequently

filed a Motion to Dismiss the POA as a party on December 30, 2010. On January 5, 2011 the

Commission (panted May River's Motion to Dismiss and dismissed the POA as a party to this

action on the basis that it was not represented by counsel as required under S.C. Code Regs.

103-804(T). It was noted in the Commission Directive that customers of the system would

still bc afforded the opportunity to testify as public witnesses at the merits hearing on the

Application on January 13, 2011.

A public hearing was held before the Commission on January 13, 2011 at the

Commission's offices located at 101 Executive Center Drive, Columbia, South Carolina. The

Commission, with Chairman John E. "Butch" Howard presiding, heard the matter of May

River's Application. May River was represented by Benjamin Mustian, Esquire. ORS was

represented by Je(lrcy M. Nelson, Esquire. F. David Butler, Esquire served as legal counsel to

the Commission.

Prior to the presentation of the Company's case. the Commission took testimony from

public witnesses including Bobby Mcndenhall, Misty Monte, Joseph Highsmith and Lee
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I3rcv, er v, ho arc customers of thc May River system. 'I hc public witnesses asserted that May

River should not hc entitled to any increase in its rates or charges on thc basis that Vfay River

could alleviate thc need f'or an increase in rates through a reductton in the costs ot operating

the May River v, atcr system.

%lay River presented its case in support of the Application through the testimony of

Jacquclyn Watson, a Certified Public Accountant and partner in the accounting tinn ot

Watson 2(. Associates. P.A. , and Thomas A. Smith, III, Manager of May River.

M». Watson provided testimony regarding thc financ&al statements of May River, pro

forn&a adjustmcnts, assets and depreciation rates, and revenue calculations under current and

proposed rates in thc Company's application Ms. Watson stated that, during the test year,

May Rtver experienced a per book net loss nf ($2', S97.08) which results in an operating

detic&t ot (19-(.30"&&). She also tcstit&cd that May River experienced an increase in per book

operating expenses of $24, 20'& since tts last rate case which demonstrates May Riser's need

t'or rats relief. According to Ms. Watson, the Company ts losing money on tts opcrat&on of th»

water system and without rate relief, the Company's abilitv to exist and provide qualitv

sets iccs over time will hc jeopardized. Rased on the proposed rates, Ms. Watson stated that

thc Company would only have an operating maruin of 3.4 I '!'&&, but that the requested rates are

just and reasonable v, hen cons&during the size of the ( ompany. Howcv'cr, Ms. Watson stated

that even if thc C(1nlpany s expense items werc adjusted such that thc Company's resultant

operating tnargin divas greater, the Company's expenses tncurrcd would st&ll ivarrant the rate

relict' requested. Ms. Watson tcstificd that May River, therefore, believes that its requested

rates arc necessary to allow the Company to move closer to being on a sound ftnancial
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Ms. 1Vatson further;uldresscd the relationship between May River and IVater L!tility

Mangement, LLC ("iVL!M"). OVUM is a separate corporate entity which provides support

services to %ofay River and its sister corporations in Georgia. Ms. VVatson stated that these

services include plant maintenance, repair and construction, mctcr reading, water testing,

compliance of stats rcquircmcnts and the like. Ms. watson testified that because WUM

provides these services to all of May River's sister companies in Georgia, serving a total of

approximately 10,000 customers. thi» arrangement allows May River to more efficiently

provide utility services to its customers in South Carolina at a reasonable cost and to morc

effectively manage its operational responsibilities. According to Ms. watson, VVUM

pert'orrned an analysis of its cost to provide these services, and that, in order to determine

whether it could secure services provided by !Vf JM in the open market at a cheaper rate, May

River requested estimates from independent third-party vciulors to operate and manage the

May River system. Based on the Company's investigation, lvls. VVatson stated that the amount

paid by May River to OVUM for management services reflects !VUM's costs in providing

these services and is comparable to what is available in th» open inarkct. Therefore, Ms.

watson testified that the Management Fee charged by OVUM to May River is reasonable.

Mr. Smith provided historical background on May River and the operation of thc May

River water system. He stated that the May River system v, as constructed in 19'73 and that, in

the tvvo years since the Commission last granted a rate increase, May River had experienced

increas&:d operational expenses for purchassed power, labor, taxes and assi sstncnts. Further,

thc Company had inadc improvements to the system including the installation of a ncv fence,

backflovv preventers at each residence, and an hour meter on thc system's xvefl pump. Mr.

Smith summarized the proposed increase in rates and charges. and stated that the change to
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usage "tiers" for consumption vsould encourage water conservation by May River's

customers.

Mr. Smith further testified regarding the Management Fce charged by KVl!M. Vq!M

is a sister company of May Riser and provides water system operational services to May

River and its other sister companies which are located in Georgia. Because May River is the

only sister company which operates in South Garolina, May River is subject to significantly

different regulatory and accountini. requirements. In order to accurately capture O'UVf's

costs to provide operational services, and duc to thc small customer base of May River, Mr.

Smith testified that KLIM charges May Rixor a monthly service charge. known as the

Management Fcc, ivhich reflects O'O'M's price to provide these services. Additionally, Mr.

Smith testified that May River r»quested and received quotes from other providers who

provide water operation services similar to those provided by V'UM. Mr. Smith stated that

the quotes demonstrate that the price May River pays for these services is equivalent to what

is available in thc open marketplace and reflects a price which would be obtained at arrns-

lcilgtll.

ORS xvitncss Ilenry V,'ebster testified regarding ORS's examination of the Gompany's

application. Mr. Kcbster stated that ORS's determined the actual historical costs incurred by

IVt M in providing services to May Ri~er pursuant Ri th» operating services agrccmcnt

between the two entitics. Hc statc&l that ORS's cxaiziination consisted of verifying May

River's operating expenses per the C'ompany's Application, and testing thc underlying

transactions to ensure that they werc pnipcrly supported. had a stated business purpose, and

werc allowable for raternaking purposes. Mr. Kebster furthe tcstiticd that the examination

consisted of making adjustments, as necessary. to revenues, cxpcnditurcs and capital
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investments, to nortualizc the test year, using ORS's normal procedures and sampling

methods. As a result. ORS asccrtaincd thc actual costs of providing service in order to

determine an appropriate and reasonable amount of expense for inclusion in rates, rather than

thc Management Fee as included in the Company's Application. As specified in Mr.

')Vebster's exhibits (Hearing Exhibit 51. after ORS's proposed accounting and pro torma

adjustments, %1ay River's total operating expenses for the test year 2009 v, crc reduced from

$34.()82 to $24.0b3, and its nct operating loss v, as decreased from ($22, 8981 to ($11,598).

Mr. webster further provided that May River's current operating deficit v, as calculated by

ORS to be (93.04'8th After the Applicant's Proposed Increase in rates and charges net

operating income «vould be increased to $12, 128 «vith a resulting operating margin of 30.83,:o.

ORS &«itness Hannah Majevvski testified regarding ORS staff f)ndings relative to its

revievv of 1«Ia«Ri«cr's rate Application. Shc specifically provided information on ORS's

audit of the May River xvater system, test-year revenues, proposed revenue adjustments and

performance bond requirements, Ms, Maje««ski stated that May River is meeting safe

dnnking ivater standards according to recent DHEC sanitary surveys, that DHEC rated the

vvater system as "Satisfactory" during the last sanitary survey. and that May River has a

current performance bond on file v, ith the Commission in the amount of $100.000. Xls.

Maje««ski testified that ORS supported an operating margin for May River of bet«veen 10"ti

and 1$', o.

In his rebuttal testimony, Company vvitness Smith testified that May Riv er accepted all

of the revenue and accounting adjustments testified to by ORS «vitnesscs Webster and

Majevvski. Further, Company ««itness watson testified that May River belie«ed that rates
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calculated based on ORS's accounting and pro forma adjustments and allovving for a 15'/a

operating margin, were acceptable to May River.

In response to the public testimony of the May River customers, who asserted that

local. lower cost service providers could lower May River's cxpcnscs, Mr. Smith also testified

that the estimates submitted by the customers did not include certain necessary costs.

Specifically, Mr. Smith noted that the estimates did not accurately reflect the costs of

maintaining the water system. Additionally, Mr. Smith noted that May River's customers

failed to take into account recognized costs, including accounting, legal, tax, and Commission

related expenses. As well, Mr Smith stated that the customers had not appropriately taken

into account regulatory expenses incurred in compl)ing with reporting, record maintenance,

accounting requirements, as well as costs relative to maintaining a performance bond and

which May River must incur as a regulated South Carolina public utility. Moreover, Mr.

Smith noted that one of the estimates submitted was obtained from a %lay River customer and

that the customer was, therefore, incented to submit a reduced rate which may not be available

in the open marketplace.

In considering the Application of May River, the Commission must take into account

competing interests; thc interests of the customers of the system to receive quality service and

a quality product at a fair rate, as well as the interest of the Company to have the opportunity

to earn a fair operating margin. The Commission must give due consideration to May River's

total revenue requirements, including all allowable operating costs. To accomplish this, the

Commission must review evidence admitted into the record regarding the operating revenues

and operating cxpcnses of May River, and determine adequate and reasonable levels of

revenues and expenses for the Company. If the record establishes that a rate increase is
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vvarranted for the Company. thc ( onmiission vvill sct rates ivhich arc just. reasonable. and free

from undue discrimination.

FINDINGS OF FACT AND CONCLLSIONS OF LAIC

After thorough consideration of the entire record in thc May River hearing, including

thc previously cited testimony and exhibits and tlli: applicablc laiv, the Commission hereby

makes thc following findings ot'fact and conclusions of law:

l. May River is a corporation organized and existing under thc lavvs of the State

of South Carolina and authorircd to do business in South Carolina.

2. May River is a public utility as defined by S.C. Code Ann. ss5g-s-10(3) (Supp

2010) and provides ivater and sanitary seivcr service to the public for comp»nsation in the

May River Plantation area of Beaufort County. South Carolina and is subject to the

jurisdiction of this Cominission.

3. May River's current rat»s and charges for water service and availability fees

vvere approved by the Commission in Order Vo. 200))-92 in Docket Yo. 007-319-%V.

The appropriate test year period for purposes of this proceeding is the tivelvc

month period ending Decemb»r 31, 2009. The test year is contained in May River's

Application as well as thc testimony and exhibits of thc parties' ivitnesscs in this case. Thc

establislun»nt of a test year is a fundamental principle ol' th» ratixmaking process. H»at»r of

Scabrook v. S.C. Pub. Serv. Comm'n. 324 S.C. 56. 47' S.l'. . 2d )126 (1996). The

»stablishmcnt of a test year is used to calculat» a utility's cxp»nscs and revenues for purposes

of determining the reasonableness of a rate. I'he test year is established to provide a basis for

making the most accurate forecast of th» utility s rate base. revenues, and»xpcnscs in the near
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future when the prescribed rates are in effect. Porter v. S.C. Pub. Serv. Comm'n, 328 S.C.

222, 4')3 S.E.2d 92 (1997). It also provides the Commission with a basis for deter)nin)ng

prospe«tive revenue requirements. In the present case, thc Commission has concluded that

the appropriate test year i» thc twelve-month period ending December 31. 2009. Ixo party

contested thc usc of this test year as proposed by May River in its Application.

In accordance with thc Application filed in this ca»c. the Commission will usc

the operating margin methodology in determining thc reasonableness ot' May Rix er's

proposed rates. The Public Service Commission ha» wide latitude in detcmiining an

appropriate rate-setting methodology. Heater of Scabrook, 324 S.C. at 64, 478 S.B.2d at 830.

6. By its Application, May River requested an increase in rates and charges of

$26.401 to produce an increase in nct operating income of $ 4, 199 atter the proposed increase

(Schedule B o(' Exhibit B to Application). By the use of accounting and pro torma

adjustmcnts. ORS computed May River's Vet Income for Return after the requcstcd increase

to bc $12, 128 (total operating revenues of $39,336 les» operating expenses of $27,2L)81. Both

May River and ORS calculations of the proposed mcrea»c were based on thc Proposed

Schedule of Rates and Charges contained in Exhibit A to the Company's Application.

7. Total Operating Revcnucs for May River I'or thc test year pcr the CompanyV

Application, were reported as $11,784. XVc accept ORS'» calculation of May River'» test year

total operating revenues. after accounting and pro forma adjustments, a» $12.46». At '.vlay

River's proposed rates, revenues, as adjusted. were calculated bv ORS to total $39,336. ORS

used consumption data provided by May River and verified during ORS's examination as a

basis I'or its revenue calculations. )))c Bind thc method of' such calculations to be reasonable
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and fair and thercforc accept the above stated combined service revenue for thc test year

based upon May River's proposed rates, as adjusted pcr ORS, to be $3t).336.

8. Operating margins, '(deficits) for thc Company were calculated by ORS Witness

Webster, af)er iecommended accounting and pro foima adjustments, to be (93.04"'o) I'or the

test year and 30.83"'o atter the Company's proposed increase. Wc approve ORS'» adjustments

and find May River's pcr books operating deficit, after accounting and pro fonna adjustments,

to bc (')3.04', o) for thc test year ended December 31, 200o).

9. ORS calculated May River's test year service revenue for metered sales, as

adjusted, at $(2,081 and unmetered sales revenues of $384. C ombined revenues were

calculated by ORS for thc test year, as adjusted, at $12,46i. Scc Exhibit HVW-I, Hearing

Exhibit 5.

10. Thc Commission finds that the operating expenses for May River for the test

year under present rates and after thc appropriate accounting and pro forma adjustments are

$24, 063. ORS ~Vitness Webster oftered testimony and exhibits detailing the ORS accounting

and pro foima adjustments. See, Exhibits HNW-I through HNW-4, Ileartng Exhibit 5.

Witness Webster's Surrebuttal testimony addressed ORS's review of fvfay River's

Management Agreement with Water I. tility Management, I.I2C and ORS's efforts to

determine actual historical costs incurred by ~VL!M in providing services to May River under

that Agreement. The Commission tinds that ORS'» adjustments to ret1ect W'I. M's actual

direct and indirect costs in providing scrvicc to WU!M are reasonable. Additionally, the

Commission finds that the expenses incurred hy WUM in providing services to May River

reflect Wl 'M's actual costs in providing such services. I-'urthermore, the Commission finds

that these costs are reasonable based upon the evidence of record which reflects that the cost
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for these services is comparable to vvhat is available in the open marketplace. With respect to

the testimony of the public witnesses regarding the cost of operating the May River system,

the estimates presented did not fully reflect the necessary regulatory, administrative. and

operational costs incurred in operating a regulated water system and therefore cannot be

considered by the Commission for ratemaking purposes. The revenue impact analysis vvas

pc+formed by ORS and testified to by ORS witness Majcwski and was adopted by Witness

Webster in his calculations. Details of the revenue calculations are shown on the Exhibits

HKM-2 and HKVl-4. Hearing Exhibit 4. Rate case expenses included in the nct income for

return vvere those received by ORS as of December 3.2010.

11. ORS Witness Webster s testimony referred to his Exhibit HNW-2

"Explanation of Accounting and Pro Forma Adjustments,
'

Hearing Exhibit 5. The ivitness

explained in detail the twelve (12) adjustments proposed by ORS.

1"-. The Commission finds the accounting and pro forma adjustments proposed by

the ORS witnesses Webster and Majewski, as set forth in each witness's direct testimony and

supported by the Company's ivitncss Smith, are appropriate for ratemaking purposes. See

Hearing Exhibits 4 and 5.

13. The Commission finds that Mr. Webster's Exhibit HNW-3 Hearing Exhibit 5.

shows the appropriate depreciation expenses for rate making purposes of $212. Exhibit HNW-

4, Hearing Exhibit 5. shows the accurate computation of the income tax adjustment. All twelve

of the ORS proposed adjustments were accepted by May River through the Rebuttal testimony

of IVitness Watson and fiom the ivitness stand by May River ivitness Smith.

14. The Commission finds that, by accepting all the adjustmcnts as proposed by

witnesses webster and Majewski. the Company's current operating deficit is (93.04':o) under
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May River's presently approved rates and charges. Therefore, the Commission finds that an

adjustment of May River's rates and charges is warranted. An increase in rates and charges

appears justified for the Company to provide its customers v,.ith safe and adequate vvater

service.

15. Based on the operating deficit for the test year contained in Exhibit HVV'-I,

Hearing Exhibit 5. v e fmd that May River has demonstrated the need for an increase in rates.

16. ')%hen applied to the as adjusted test year operations, the rates requested in the

Company's Application result in an Operating Margin of 30.83 ". o.

17. The Commission f)nds that, based on the testimony of ORS 'Vitness Majcivski.

an Operating Margin of between 10', 0 and 15io is reasonable for a water utility. The

Conimission further finds that. based on the size and age of the May Riser system, an

operating margin of 15'0 ivould provide a reasonable return to the Company.

I Y. In order for May River to have the opportunity to achieve an Operating Margin

of 15'I. the total revenue requirement for May River, using the adjusted operating revenues

and operating expenses approved herein. is $29.750.

19. In order for May River to have the opportunity to earn the herein approved

Operating Margin of I5'. o, May River must be allowed additional annual v ater service

revenues of $I7.285. As part of this increase, the Company is directed to post exterior

signage or othenvise mark its business address as the location of the May River WVater

Company offices.

20. To achiexe additional operating revenues of $17.285. the rates and fees as set

forth in Appendix A attached hereto are approved and found to be just and reasonable.
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21. The appropriate operating margin Ibr May River based upon the herein

approved adjustments and rates is I S '/o.

May River shall maintain records sufftcicnt to ascertain O'I.'M's allocated,

dirc«t, and indirect costs tncurrcd in providing services to operate the May River water

system.

Based on thc operating revenues, income. and expenses established through the

testimony and exhibits of the parttes' witnesses, as well as the small six« and agc of thc May

River system, an allowable operating margin for the Company is 15'i~. Scc S.C. Code Ann. s

Sg-5-240(H). An operating margin of ls'io provides a prudent balance between the

consumers' need for aftordable, qualtty service turd May River's ftnancial health.

IT IS Tl IFRFI ORF. ORDERED THAT:

I. IVc find that the Sch«dul» ol'Rates and Charges attached hereto as Appendix A

are both just and reasonable and will allow thc Company to provide its customers with

adequate water sera icos.

2. Thc Schedule of Rates and Charges attached hereto ts approved I'or scrvicc

rendered thirty days after thc issuance of this Order

3. An op»rating margin of I &"'o i» approved for May River.

May River shall ttlc all necessary documents, reports and other tnstruments as

required by applicable South ( arolina statutes and rcgulattons for the operation of the water

system servicing the May River Pl;uttation neighborhood.

S. Ivtay River shall I cep its books and records according to the b:ARLC I;niform

System of Accounts.
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May River shall continue to niaintain with th» ( onmussion and provide a copy

to ORS a bond that satisfies thc critnia as sct forth in S.C. Code Ann. q~ &N-5-7"0 (Supp.

2010). I he amount ot k1ay River s performance bond tor vvater service is S100.000.

7. May Riior shall post catt»rior signag» or otherivise mark its business addr»ss as

tile location ot the stay River IVatcr ( ompany offices.

8. %lay River shall maintain records sufficient to ascertain WLI!vt's allocated,

direct, and indirect costs incurred in providing servi»cs to opiate th» May River vvatcr

system.

9. This Order shall r»main in full force and»tfcct until lurthcr Ord»r of the

t wnmission.

BY ORDER OF THE CO'.vtMJSSIOX:

John E. Hoxtrard, Chairman

ATTEST:

David A. Niright. Vice-Chairman
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This is to certify th;it I, Chrystal I, . Morgan, have this date served one (I) copy of' the
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